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The General Accounting Office has made & limited Feview of a
March 22, 1966, letter agreement which amended contract No,
14m06-200-200 of the Buresu of Reclgmation {Buresu) for providing
alectric service to thé:55E¥5ﬁEﬁE§:g§§z§z§ﬁl.§E§EEE§L§i§E£igt {SMUD)
of Bacramento, California. We have examined into the reasonshleness
of the zmended methed provided by the letter agreement for computing
SMUD’s billing demand for power purchased from the Bureau's Central
Valley Projeet (CVP), and have found that the application of this
method hae caused, and can continuve to cause, a reduction in CVP
power revenues, Furthermore, this new billing procedure appears
inequitable because SMUD is allowed & discount for power purchases
that is not given to other CVP preference customers., 1In view of the
Bureau's recently expressed concern relative to the repayment capace
ity of the CVP, we beliecve that the Burean should initiate negotige
tions with SMUD with & view toward terminating the revised billing
procedure,

The Bureau and SMUD, a preference customer of the CVP, entered
into an electrical service contract on Becember 11, 1952, On
March 22, 1966, a letter agreement amended the basic contract. This
letter agreement provided, in part, for a new method of computing

SMUB's billing for power purchased from the Buresu., The agreement
states:

"Commencing with the first billing period following
sxecution of this letter agreement, billing demand will
be determined as follows: For each billing period the
SMUD billing demand will be the greater of (s) 200,000
kilowatts, or (b) SMUD's contribution to the Central
Valley Project system maximum simultaneous demand for
that peried, plus one-half the difference between SMUD's
contribution to the Central Valley Project system maxi=
mum simultaneous demand for that period and SMUD's con-
tract rate of delivery in effect during that period.®

The contract rate of delivery is the maximum amount of demand
whieh the Bureau is responsible for delivering to a customer. SMUD's
current contrget rate of delivery is 360,000 kilowatts (KW) consiste
ing of 290,000 KW, their original CVP gliocation which is not withe
drawable, and 70,000 EW provided by the Trinity Unit of the CVP. The

~ ]

71435 [042715



AR

oy o» L
! vy

Teinity allocation is withdrawsble by the Federal Governwent for use
by gustopars i Trinity County andfor for use by the CVP to meet
project pumping requiremente. Such withdrawal of power ecan bo made
upon 17 swntha' notics,

" ALY VP proflerence customerd, priod ko the SHUD lstter agveenment,
wore billed on the basis of the maxioum demande-vwhich may or may not
have been equal to the eontract rates of delivery., SMID consideved
this billing procedure inequitable as its load inereatied bayond the
contract vate of delivery since the vontract rate of delivery rapre-
gented the manimue amount of power the other customers of OVF eould
purchase, but in SMUD's case, as shown below, the contract vate of
delivery, in effect, egualed the swount purchased,

$MUD's contract rate of delivery equaled the purchased ambunt
bepause the utility is a joint sevvice sustomer obtaining ite power
roquirenents from (1) the CVP, {(2) existing cowpany hydroelactric
capacity, and (3) purchases from the Faeifie Gas and Blectrie Company
{BOREY, Because of the difficuity in deterwining what souree 13 proe
viding the power, the three interested psrties have agresd in the
gecounting for power deliveriss that SMUD's contract rete of delivery
with the Buveas would bhe first applied to its requivements, SHUD*s
gvailable hydroelectric generation is then appiied and the remaining
toguirements ave assumed to be provided by PERE, Prior to the letter
agreemant, 1f SMUD's requirements were 300,000 KW during & billing
pariod, the sontract rate of delivery (280,000 ¥W) was first assumed
to be provided by the CVP and the remaining 210,000 KW was provided
by SHUD's own generation plus purchases from PGRE, According to a
Burveau official, SMUD's requirements prior to the letter agreement
weve in excess of its contraet rate of delivery. Therefore, becaise
BMUD' s eonbract vate of dalivery is used first to satisfy their
requivenents, SMUD's contract rate of delivery would be equaletol
the smount of power purchesed From the Buresy. .

Under the letter agreswent, however, BMUD raceives a discount
equsl to one-half the difference hetween their wonthly conbribution
ko the magiome simultanecus demand of the CVP systew snd thelr cone
tract vate of delivery., SMUB's contribution to the maximun sisule
taneous demand of the CVP gystem iz computed by baking SMUR's load
at the time the VP gystem experiented its maximum simulbaneous
demgnd and wultiplying this figure by the ratic of SMUM's contract
rate of delivery divided by SMUD's mawioue demand during the peried,
2MUD'e bill for the wonth of July 1968 illustrates the mammer in
which SMUD's discount 18 computed,

Puring July 1968, SMUD's load st the time the CVP system ﬁapéri;
gnvad its saxioum simultaneons demand was 735,588 KW and SMUD's
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demand during the month wag 793,188 KW, Therefore, SMUD's contribution
to the maximum simultaneous demand of the CVFE gystewm was 342,935 KW
{755,588 » 360,000/793,188}) and SMUD was billed for 351,468 KW repree
senting one~half the difference between the 342,935 KW and their con-
tract rate of delivery of 360,000 KW, During the 29 months that the
new billing procedure has been in effect, May 1966 through September
1968, SMUD's monthly maximum demand was always in excess of its
contract rate of delivery and has ranged from 477,988 KW to 793,188 KW.
For 23 of the 29 months SMUD rveceived discounts totaling about
$165,000 which it would not have received under the old billing
procedures,

During the letter agreement negotiations, the Bureau estimated
that this billing procedure change would result in an annual loss of
$50,000 in CVP power rvevenues, However, for the first two vears this
procedure was in effect, the annual revenue loss was about $67,000,
We believe that this loss ig significant in view of the Bureau's
recent concern about the CVP's repayment capability, and the Bureau's
current study on the feasibility of increasing CVP power rates.

While we do not believe that an inequity existed under the
origingl billing procedure, our evaluation of the new SMUD billing
procedure indicates that other CVP preference customersg are not
being treated in an equitable manner in relation to SMUD., The new
billing proeedure allows BMUD a discount on its power purchases not
enjoyed by other CVP preference customers., Other preference custom=
ers gre billed solely on their maximum demand without any consider~-
ation as to their contribution to the CVP system maximum simultaneous
demand. In our opinion, SMUD should be billed on the same basis., We
realize that even though SMUD's maximum demand will probably continue
to exceed their contract rate of delivery of 380,000 KW, they will
not be billed for more than that amount, sssuming the contract rate
of delivery remains the same, because of the agreement that is Ffol-
lowed by PGSE, the Bureau, and SMUD, in accounting for SMUD's power
deliveries,

Recommendation

We recommend that you take the necessary action to initiate
negotiations with SMUD with a view toward terminating the revised
billing proeedure thereby precluding further loss of CVP revenues.

N v e

We ghall appreciate being advised of any action you may take on
the matter discussed in this report.
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A copy of this report is being sent to the Director, Office of
Burvey and Review, Department of the Interior.

Sineerely yours,

Allen Re. Voss

Allen R. Voss
Asggistant Divector

‘The Honorable Floyd E, Dominy
Commisgioner, Bureau of Reclamation
Bepartment of the Interior
Washington, D. €, 20240





